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CHAPTER 267 
ALTERNATIVE MORTGAGE LOANS 

S.F. 361 

CH. 267 

AN ACT relating to reverse annuity and graduated payment mortgages, by providing for their 
regulation by the administrators of the divisions of banking, savings and loan associations, 
and credit unions, of the department of commerce, and imposing certain standards and 
restrictions. 

Be It Enacted by the General Assembly of the State of Iowa: 

Section 1. NEW SECTION. 528.1 TITLE. 
This chapter is entitled "Alternative and Reverse Annuity Mortgage Loan Act". 

Sec. 2. NEW SECTION. 528.2 DEFINITIONS. 
As used in this chapter, unless the context otherwise requires: 
1. "Administrator" means the superintendent of banking, the superintendent of savings and 

loan associations, and the superintendent of credit unions within the department of commerce. 
2. "Alternative mortgage loan" means a mortgage loan which is a reverse annuity mort· 

gage loan or graduated payment mortgage loan. 
3. "Financial institution" means financial institution as defined in section 535A.l. 
4. "Graduated payment mortgage loan" means a mortgage loan in which principal and interest 

payments, if any, and the making of additional advances, if any, are scheduled to reflect the 
prospective increasing or decreasing income of the mortgagor. 

5. "Mortgage loan" means a loan secured by a first mortgage on one, two, three, or four 
family, owner-occupied residential real property. 

6. "Reverse annuity mortgage loan" means a mortgage loan in which either the loan pro­
ceeds are used to purchase an annuity with the annuity proceeds to be advanced to the mort­
gagors, or the loan proceeds are directly advanced to the mortgagors, in ten or more install­
ments, either directly or indirectly, and which together with unpaid interest, if any, are to 
be repaid in accordance with section 528.7. 

Sec. 3. NEW SECTION. 528.3 FINANCIAL INSTITUTIONS ALLOWED TO MAKE 
ALTERNATIVE MORTGAGES. 

A financial institution may make alternative mortgage loans in accordance with this chap­
ter. General provisions governing a financial institution's mortgage loans apply to alterna·· 
tive mortgage loans unless inconsistent with the provisions of this chapter. This chapter does 
not prohibit a financial institution from making any loan which is not an alternative mortgage 
loan, provided such loan otherwise complies with applicable laws. 

Sec. 4. NEW SECTION. 528.4 PREPAYMENT PENALTY PROHIBITED. 
A financial institution making an alternative mortgage loan may contract with the mort­

gagor for interest to be paid currently or to accrue, and if accrued, for accrued interest to 
be added to the mortgage debt on which interest may be charged and collected. Accrued interest 
which is added to the mortgage debt shall be secured by the mortgage to the same extent 
as the principal of the alternative mortgage loan. An instrument evidencing an alternative 
mortgage loan shall not contain a provision imposing a penalty for prepayment of the loan. 

Sec. 5. NEW SECTION. 528.5 DISCLOSURE OF ALTERNATIVE MORTGAGE LOAN 
INFORMATION TO APPLICANTS. 

1. A financial institution that offers or makes an alternative mortgage loan shall include 
in any disclosure of the rates or availability of mortgage loans, the rates and availability of 
reverse annuity mortgages or graduated payment mortgage loans, if and when such loans are 
offered. The administrator may prescribe by rule forms for the required disclosures. 

2. A prospective mortgage loan applicant shall have the choice of applying for a mortgage 
loan or any type of alternative mortgage loan offered by the financial institution. 
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Sec. 6. NEW SECTION. 528.6 PROTOTYPE PLAN FOR ALTERNATIVE MORTGAGE 
LOANS - APPROVAL BY ADMINISTRATOR. 

1. Before a financial institution makes an alternative mortgage loan, it shall submit to the 
administrator for that type of institution, for the administrator's approval, the prototype plan 
and subsequent amendments to the plan under which alternative mortgage loans are to be 
made. A plan submitted shall include a copy of the form of note and mortgage instrument that 
will be used for that type of alternative mortgage loan, a detailed description of how the plan 
will function, and other information as the administrator requires. The administrator shall 
specifically review the mortgage instrument submitted as part of the plan to ensure that any 
default provisions included in the deed pursuant to section 528.7, subsection 2, paragraph "c", 
are necessary to protect the interests of the mortgagee and are fair and equitable for the mort­
gagor. A reverse annuity mortgage shall provide that the mortgagor or mortgagors of the 
property shall retain a life estate in the property until the death of the mortgagor or all of 
the mortgagors, notwithstanding that the annuity may expire prior to the end of the life estate, 
depending upon the terms of the annuity. 

2. The administrator may approve any plan and amendment to a plan that in the adminis­
trator's opinion serves the best interests of prospective mortgagors and mortgagees. The 
administrator's considerations shall include, without limitation, the flexibility of each plan to 
serve the differing needs of various persons who may apply for an alternative mortgage loan 
under the plan. 

3. If the administrator approves the plan or amendment, the financial institution may make 
alternative mortgage loans in accordance with the approved plan and any approved amendments. 

4. This section applies to all alternative mortgage loans made on or after January 1, 1990. 

Sec. 7. NEW SECTION. 528.7 REDUCTION IN INSTALLMENT PAYMENTS -
REPAYMENT OF MORTGAGE DEBT. 

1. If the mortgagee or its assignee and the mortgagor agree, any installment payment of 
either the loan proceeds or an annuity purchased with the loan proceeds of a reverse annuity 
mortgage loan may be reduced by an amount used for partial repayment of the mortgage debt, 
except as provided in subsection 2 of this section. 

a. Notwithstanding any such reduction, each mortgagor shall receive a cash payment in each 
installment for the term of the annuity or, if no annuity, for the term during which the mortga­
gee contracted with the mortgagor to advance the loan proceeds. 

b. Except as provided in subsection 2, no repayments of any part of the mortgage debt shall 
be required from the mortgagor after termination of the period during which loan proceeds 
or any annuity purchased with the loan proceeds are advanced to the mortgagor. 

2. If the mortgagee or its assignee and the mortgagor agree, and at the option of the mort­
gagee, advances under a reverse annuity mortgage loan may terminate and the entire unpaid 
balance of the loan plus accrued interest may become due and payable upon the occurrence 
of any of the following events: 

a. The death of the last surviving mortgagor. 
b. The sale or other transfer of the real estate securing the loan to a person other than any 

of the original mortgagors. 
c. Any other occurrence which materially decreases the value of the property securing the 

loan or which will have the likely effect of causing the loan not to be repaid. Any such addi­
tional occurrence shall be clearly described in the note or mortgage instrument. 

Sec. 8. NEW SECTION. 528.8 INTEREST ON GRADUATED PAYMENT MORTGAGE 
LOANS. 

A graduated payment mortgage loan offered or made by a financial institution shall provide 
for interest at a specified rate or a series of specified rates. 

Sec. 9. NEW SECTION. 528.9 RULES. 
The administrator may adopt rules pursuant to chapter 17 A, as the administrator deems 

necessary and convenient to carry out the provisions of this chapter. 
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Sec. 10. NEW SECTION. 220.140 RESIDENTIAL REVERSE ANNUITY MORTGAGE 
MODEL PROGRAM. 

The authority shall develop a model reverse annuity mortgage conforming to the require­
ments of this chapter, and shall offer reverse annuity mortgages to qualified participants. 

Sec. 11. The Iowa finance authority is authorized to issue bonds for the residential reverse 
annuity mortgage model program established in section 220.140, to be repaid from the pro­
ceeds of the program. 

Approved May 31, 1989 

CHAPTER 268 
STATE INDIVIDUAL INCOME TAX 

S.F. 537 

AN ACT relating to the indexing of the standard deduction for income tax purposes, provid­
ing an earned income tax credit, relating to state individual income tax by giving capital 
gain deduction treatment to limited amounts of capital gain, and providing certain applica­
bility dates. 

Be It Enacted by the General Assembly of the State of Iowa: 

Section 1. Section 422.4, Code 1989, is amended by adding the following new subsection: 
NEW SUBSECTION. 18. a. "Annual standard deduction factor" means an index, expressed 

as a percentage, determined by the department by October 15 of the calendar year preceding 
the calendar year for which the factor is determined, which reflects the purchasing power of 
the dollar as a result of inflation during the fiscal year ending in the calendar year preceding 
the calendar year for which the factor is determined. In determining the annual standard deduc­
tion factor, the department shall use the annual percent change, but not less than zero per­
cent, in the implicit price deflator for the gross national product computed for the second quarter 
of the calendar year by the bureau of economic analysis of the United States department of 
commerce and shall add one-half of that percent change to one hundred percent. The annual 
standard deduction factor and the cumulative standard deduction factor shall each be expressed 
as a percentage rounded to the nearest one-tenth of one percent. The annual standard deduc­
tion factor shall not be less than one hundred percent. 

b. "Cumulative standard deduction factor" means the product of the annual standard deduc­
tion factor for the 1989 calendar year and all annual standard deduction factors for subsequent 
calendar years as determined pursuant to this subsection. The cumulative standard deduc­
tion factor applies to all tax years beginning on or after January 1 of the calendar year for 
which the latest annual standard deduction factor has been determined. 

c. The annual standard deduction factor for the 1989 calendar year is one hundred percent. 

Sec. 2. Section 422.5, subsection 1, paragraph k, unnumbered paragraph 2, Code 1989, is 
amended to read as follows: 

The state alternative minimum taxable income of a taxpayer is equal to the taxpayer's state 
taxable income, as computed with the deductions in section 422.9, ~ fffi' the ncl eapital 
gaift deduetieB, with the following adjustments: 

Sec. 3. Section 422.5, Code 1989, is amended by adding the following new subsection: 
NEW SUBSECTION. 10. In the case of income derived from the sale or exchange of livestock 

which qualifies under section 451(e) of the Internal Revenue Code because of drought, the 


